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AUDITOR 

SOUTH 


GENERAL 

AFRICA 


The Accounting Officer 

Thaba Chweu Local Municipality 

PO Box 61 

Lydenburg 

1120 

30 November 2009 

Reference: 02274REG08/09 


Dear Sir 

Report of the Auditor-General on the financial statements and performance information 

of Thaba Chweu Local Municipality for the year ended 30 June 2009 

1 . The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21(1) of the Public Audit Act, 2004 (Act No. 25 of 2004) read in conjunction with section 188 
of the Constitution of the Republic of South Africa, 1996 and section 121(3) of the Municipal 
Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA). 

2. The audit report is issued as a final draft pending our receipt of all other documents that will 
be included in the annual report that will contain the audited financial statements. 

3. Once these documents are received we will read them to establish if there are any 
inconsistencies with the audited financial statements. You will then be requested to amend 
the other information or the financial statements in respect of any inconsistencies. Once this 
process has been satisfactorily completed we will issue the final signed audit report. 

4. In terms of section 121(3) of the MFMA you are required to include the audit report in the 
municipality's annual report to be tabled. 

5. Until the annual report is tabled as required by section 127(2) of the MFMA the audit report 
is not a public document and should therefore be treated as confidential. 

6. Prior to printing or copying the annual report which will include the audit report you are 
required to do the following: 

• Submit the final printer’s proof of the annual report to the relevant senior manager of the 
Auditor-General of South Africa for verification of the audit-related references in the audit 
report and for confirmation Ihat the financial statements and other information are those 
documents thV have been read and audited. Special care should be taken with the page 
references in your report, since an incorrect reference could have audit implications. 

• The signature Auditor-General in the handwriting of the auditor authorised to sign the 
audit report at the end of the hard copy of the audit report should be scanned in when 
preparing to print the report. This signature, as well as the place and date of signing and 
the Auditor-General of South Africa’s logo, should appear at the end of the report, as in 
the hard copy that is provided to you. The official logo will be made available to you in 
electronic format. 


Auditing lo build public confidence 


Auditor-General Republic of Souih Africa 
wv/w.agsa,co.2a 



7. Please notify the undersigned Business Executive / Senior Manager well in advance of the 
date on which the annual report containing this audit report, will be tabled. 1 

8. Your cooperation to ensure that all these requirements are met would be much appreciated. 
Kindly acknowledge receipt of this letter. 

Yours sincerely 


Signed 



Business Executive: Mpumalanga 


Enquiries: Nadia Bruwer 
Telephone: (013) 756 0800 

Fax: (013) 756 0879 
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REPORT OF THE AUDITOR-GENERAL TO THE MPUMALANGA LEGISLATURE AND THE 
COUNCIL ON THE FINANCIAL STATEMENTS AND PERFORMANCE INFORMATION OF 
THE THABA CHWEU LOCAL MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2009 


REPORT ON THE FINANCIAL STATEMENTS 
Introduction 


1 . I was engaged to audit the accompanying financial statements of the Thaba Chweu Local 
Municipality which comprise the balance sheet as at 30 June 2009, and the income 
statement, the statement of changes in net assets and the cash flow statement for the year 
then ended, and a summary of significant accounting policies and other explanatory notes, 
as set out on pages [xx] to [xx]. 

The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation of these financial statements in 
accordance with the entity-specific basis of accounting, as set out in note 1 to the financial 
statements and in the manner required by the Local Government: Municipal Finance 
Management Act, 2003 (Act No. 53 of 2003) (MFMA) and for such internal control as the 
accounting officer determines is necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

The Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 read 
with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA), my responsibility is 
to express an opinion on the financial statements based on conducting the audit in 
accordance with the International Standards on Auditing and General Notice 616 of 2008, 
issued in Government Gazette No. 31057 of 15 May 2008. Because of the matters 
described in the Basis for disclaimer of opinion paragraphs, however, I was not able to 
obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

4. Paragraph 11 et seq. of the Statement of Generally Recognised Accounting Practice, 

GRAP 1 Presentation of Financial Statements requires that financial reporting by entities 
shall provide information on whether resources were obtained and used in accordance with 
the legally adopted budget. As the budget reporting standard is not effective for this financial 
year, I have determined that my audit of any disclosures made by the municipality in this 
respect will be limited to reporting on non-compliance with this disclosure requirement. 






Basis for disclaimer of opinion 
Cash and cash equivalents 

.a*#-* Hk; 


5. I was unable to obtain sufficient appropriate audit evidence for the unreconciled difference 
between the bank balance disclosed in note 29 to the financial statements amounting to 
(R36 224 175) and the bank confirmation that reflects a balance of R1 758 947. The 
municipality’s financial system did not permit me to perform any alternative procedures, 
and consequently I could not obtain sufficient appropriate evidence as to the completeness 
and valuation of bank to the amount of (R36 224 1750) as disclosed in note 29. 1 was 
therefore unable to determine the impact of the difference on the rest of the amounts 
disclosed in the financial statements. A qualified audit opinion was issued on the prior 
year’s financial statements and I was unable to determine the extent of the effect of the 
qualification on the balances at 30 June 2009 and the results for the year then ended. 


6. I was unable to obtain sufficient appropriate audit evidence for the uncleared bank 

suspense accounts as disclosed in note 29 to the financial statements as at 30 June 2009, 

amounting to a total debit balance of R1 16 059 512 and a total credit balance of 

R115 565 849. The impact of these accounts on revenue, expenditure and debtors could 



not be determined, due to the unavailability of supporting documentation to re-perform the 
reconciliations. 

Conditional grants 


7. In terms of the municipality’s accounting policy on conditional grants, as disclosed in note 

1 5 of the accounting policies in the financial statements, revenue received from conditional 
grants, donations and funding should be recognised as revenue to the extent that the 
municipality has complied with any criteria, condition or obligations embodied in the funding 
agreement. However, the accounting policy was not appropriately applied, as the total 
expenditure to the amount of R27 1 1 7 491 for the municipal infrastructure grant (MIG) was 
not recognised as revenue. Therefore, revenue was understated by R27 1 17 491. 
Accordingly, I was unable to confirm the valuation and completeness of the dosing balance 
of the MIG, as disclosed in note 3 to the financial statements amounting to R23 125 609 at 
30 June 2009 and R1 967 569 at 30 June 2008, due to the incorrect application of the 
accounting policy. Unspent conditional grants in the prior year were incorrectly disclosed as 
current assets instead of current liabilities. My opinion on the financial statements fo the 
period ended 30 June 2008 was modified accordingly. My opinion on the current period's 
financial statements is also modified because of the effect of this matter on the 
comparability of the current period figures and the corresponding figures. 

Accounts receivable 

8. As disclosed in note 28 to the financial statements, the municipality suffered a material loss 
to the amount of R3 200 000 through illicit bank transfers made from the municipality’s 
bank account. Subsequent to year-end, the municipality recovered some of the money, but 
this amount was not recognised under accounts receivable in the statement of financial 


position as a loss to be recovered. Therefore, accounts receivable as disclosed in the 
income statement and the accumulated surplus were understated by the amount received 
by the municipality subsequent to year-end. This material loss was not disclosed as 
expenditure in the income statement; therefore, expenditure was also understated by the 
same amount. 

Accounts payable 


9. I was unable to obtain sufficient appropriate audit evidence for the salaries suspense 
accounts as disclosed in the notes to the financial statements, reflecting a total debit 
balance of R1 3 860 546 and a total credit balance of R1 1 731 781 The municipality’s 
financial system did not permit me to re-perform the reconciliation. Subsequently, I am 
unable to determine the accuracy, valuation and completeness of the salary suspense 
accounts. I am unable to determine the effect that the uncleared suspense accounts have 
had on employee costs as reflected in the income statement. 

Property, plant and equipment 

1 0. Sufficient appropriate audit evidence could not be obtained as to the existence, rights, 
completeness and valuation of property, plant and equipment as disclosed in note 6 to the 
financial statements, to the carrying value of R1 36 635 269 for the current financial year 
and R127 577 929 for the previous financial year, due to the incomplete classification of 
assets in the fixed asset register. I was unable to perform suitable alternative procedures 
due to the poor quality of the fixed asset register, including a lack of descriptions, locations, 
asset numbers and/or bar codes. The asset register was prepared to comply with 
Statements of Generally Recognised Accounting Practice (GRAP) for the 2009-1 0 financial 
period and as a result the balance per the financial statements to the amount of 

R136 635 269 did not agree to the asset register amounting to R1 592 092 954. 1 was 
unable to determine the existence and valuation of property, plant and equipment to the 
amount of R17 921 241 for the year ended 30 June 2008. My opinion on the financial 
statements for the period ended 30 June 2008 was modified accordingly. My opinion on the 
current period’s financial statements is also modified because of the possible effect of 
these limitations on the balances at 30 June 2009 and the results for the year then ended. 



Irregular expenditure 

1 1 . Irregular expenditure to the amount of R2 010 624 was incurred as a result of goods and 
services procured without tax clearance certificates as stipulated in National Treasury 
Practice Note 8 of 2007-08, and was not disclosed in the financial statements as required 
by section 125(2)(d)(1) of the MFMA. 


Inventory 

1 2. 1 was unable to determine the completeness, existence and valuation of inventory in the 
prior year as a result of not observing the physical inventory count, or to perform alternative 
procedures for inventory to the amount of R2 283 079. My opinion on the financial 
statements for the period ended 30 June 2008 was modified accordingly. My opinion on the 
current period’s financial statements is also modified because of the possible effect of 
these limitations on the balances at 30 June 2009 and the results for the year then ended. 

*ar 


Disclaimer of opinion 

13. Because of the significance of the matters described in the Basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 

Emphasis of matters 

I draw attention to the following matters on which I do not express a disclaimer of opinion: 

Basis of accounting 

14. The municipality’s policy is to prepare financial statements on the entity-specific basis of 
accounting, as set out in note 1 to the financial statements. 

Irregular, fruitless and wasteful expenditure as well as material losses through criminal 

conduct 

15. As disclosed in note 28 to the financial statements, material losses through criminal 
conduct were incurred in respect of illicit bank transfers to the amount of R3 200 000. 

Other matters 

I draw attention to the following matters that relate to my responsibilities in the audit of the 

financial statements: 

^ ’ W 

Non-compliance with applicable legislation 

Municipal Finance Management Act 

4L 

16. The mayor did not table the annual budget at a council meeting at least 90 days before the 
start of the budget year, as per section 16(2) of the MFMA. 

17. There was no evidence that the accounting officer had submitted, not later than 14 days 
after the approval of an annual budget to the mayor: 

(a) a draft service delivery and budget implementation plan for the budget year 

(b) drafts of the annual performance agreements as required in terms of section 

57(1 )(b) of the Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000) 

(MSA) for the municipal manager and all senior managers, as required by 

section 69(3) of the MFMA. 

1 8. Monthly budget statements for the last quarter of the year were not submitted to the mayor 
and to the provincial treasury, as per section 71 of the MFMA. 

1 9. The mayor did not table the annual report to the council within seven months after the end 
of the previous financial year, as per section 127(2) of the MFMA. 



Governance framework 


20. The governance principles that impact the auditor’s opinion on the financial statements are 
related to the responsibilities and practices exercised by the accounting officer and 
executive management and are reflected in the internal control deficiencies and key 
governance responsibilities addressed below: 

Internal control deficiencies 


21 . Section 62(1 )(c)(i) of the MFMA states that the accounting officer must ensure that the 
municipality has and maintains effective, efficient and transparent systems of financial and 
risk management and internal control. The table below depicts the root causes that gave 
rise to the deficiencies in the system of internal control, which led to the disclaimer of 
opinion. The root causes are categorised according to the five components of an effective 
system of internal control. In some instances deficiencies exist in more than one internal 
control component. 


Par. no. 

Basis for disclaimer of opinion 

CE 

RA 

CA 

IC 

M 

4. 

Cash and cash equivalents 

5,7 

5 

3,4,6 
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1,3 

5. 
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6. 
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Accounts receivable a 
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Expenditure 



Ha 

3 

1,3 
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Accounts payable 
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Ha 

3 
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Property, plant and equipment 

5^ 

5 
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3 

1,3 

11. 

Irregular expenditure 

5 

5 

Ha 

3 

1,3 

12. 

Inventory 

5 

5 

aa 

3 
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22. Due to personnel acting in key senior management positions and capacity constraints in the 
finance department, effective leadership, supervision and monitoring were not exercised 
over financial reporting and internal controls. 


Legend 

CE = Control environment 

The organisational structure does not address areas of responsibility and lines of reporting to support 
effective control over financial reporting. 

1 

Management and staff are not assigned appropriate levels of authority and responsibility to facilitate 
control over financial reporting. 

2 

Human resource policies do not facilitate effective recruitment and training, disciplining and 
supervision of personnel. 

3 

Integrity and ethical values have not been developed and are not understood to set the standard for 
financial reporting. 

4 

The accounting officer/accounting authority does not exercise oversight responsibility over financial 
reporting and internal control. 

5 

Management's philosophy and operating style do not promote effective control over financial 
reporting. 

6 

The entity does not have individuals competent in financial reporting and related matters. 

7 

RA = Risk assessment 

Management has not specified financial reporting objectives to enable the identification of risks to 
reliable financial reporting. 

1 

The entity does not identify risks to the achievement of financial reporting objectives. 

E9 

The entity does not analyse the likelihood and impact of the risks identified. 

Q 

The entity does not determine a risk strategy/action plan to manage identified risks. 

4 

The potential for material misstatement due to fraud is not considered. 

El 

























CA = Control activities 

There is inadequate segregation of duties to prevent fraudulent data and asset misappropriation. 

1 

General information technology controls have not been designed to maintain the integrity of the 
information system and the security of the data. 

2 

Manual or automated controls are not designed to ensure that the transactions have occurred, are 
authorised, and are completely and accurately processed. 

3 

Actions are not taken to address risks to the achievement of financial reporting objectives. 

4 

Control activities are not selected and developed to mitigate risks over financial reporting. 

□ 

Policies and procedures related to financial reporting are not established and communicated. 

□ 

Realistic targets are not set for financial performance measures, which are in turn not linked to an 
effective reward system. 

7 

1C = Information and communication 

Pertinent information is not identified and captured in a form and time frame to support financial 
reporting. 

T" 

Information required to implement internal control is not available to personnel to enable internal 
control responsibilities. 

2 

Communications do not enable and support the understanding and execution of internal control 
processes and responsibilities by personnel. 

3 

M = Monitoring 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over financial reporting. 

1 

Neither reviews by internal audit or the audit committee nor self-assessments are evident. 

m 

Internal control deficiencies are not identified and communicated in a timely manner to allow for 
corrective action to be taken. 



Key governance responsibilities 


23. The MFMA tasks the accounting officer with a number of responsibilities concerning 
financial and risk management and internal control. Fundamental to achieving this is the 
implementation of key governance responsibilities, which I have assessed as follows: 


No. Matter 

Y 

N 

Clear trail of supporting documentation that is easily available and provided in a 
timely manner 


1 . 

No significant difficulties were experienced during the audit concerning delays or 
the availability of requested information. 


N 

Quality of financia^statements and related management information 



The financial statements were not subject to any material amendments resulting 
from the audit. 


N 


The annual report was submitted for consideration prior to the tabling of the 
auditor's report. 

■ 

N 

Timeliness of financial statements and management information 


4. 

The annual financial statements were submitted for auditing as per the legislated 
deadlines (section 126 of the MFMA). 

Y 


Availability of key officials during audit 


5. | Key officials were available throughout the audit process. 

N 

Development of and compliance with risk management, effective internal control 
and governance practices 



Audit committee 



■ 

The municipality had an audit committee in operation throughout the financial 
year. 

Y 


The audit committee operates in accordance with approved, written terms of 
reference. 


N 

The audit committee substantially fulfilled its responsibilities for the year, as set 


N 





















No. 

Matter 

Y 

N 


out in section 166(2) of the MFMA. 



7. 

Internal audit 




The municipality had an internal audit function in operation throughout the 
financial year. 


N 

the internal audit function operates in terms of an approved internal audit plan. 

Y 


The internal audit function substantially fulfilled its responsibilities for the year, 
as set out in section 165(2) of the MFMA. 


N 

8. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of financial and risk management. 


N 

9. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of compliance with applicable laws and regulations. 


N 

10 . 

The information systems were appropriate to facilitate the preparation of the 
financial statements. 


N 

11. 

A risk assessment was conducted on a regular basis and a risk management 
strategy, which includes a fraud prevention plan, is documented and used as set 
out in section 62(1)(c)(i) of the MFMA. 

Y 

$ 


12. 

Delegations of responsibility are in place, as set out in section 79 of the MFMA. 

Y 


Follow-up of audit findings 


1 3. The prior year audit findings have been substantially addressed. 


N 

Issues relating to the reporting of performance information 

M m 


14. 

The information systems were appropriate to facilitate the preparation of a 
performance report that is accurate and complete. 1 


m 

15. 

Adequate control processes and procedures are designed and implemented to 
ensure the accuracy and completeness of reported performance information. 



16. 

A strategic plan was prepared and approved for the financial year under review 
for purposes of monitoring the performance in relation to the budget and delivery 
by the municipality against its mandate, predetermined objectives, outputs, 
indicators and targets as set out in section 68 of the MFMA. 

Y 


17. 

There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approval by those charged 
with governance. 


N 


24. There is a need to improve the systems and review processes relating to the availability of 
requested information and the quality of the financial statements. 

Investigations 

25. With reference to note 28 to the financial statements dealing with material losses through 
criminal conduct, an investigation was conducted by an independent consulting firm and 
the South African Police Service on request of the entity. The investigation was initiated 
based on illicit bank transfers made from the municipality’s bank account to various 
accounts using municipal employees’ passwords. The investigation had not been 
completed at the date of this report. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 


Report on performance information 

26. 1 was engaged to review the performance information. 

The accounting officer’s responsibility for the performance information 

27. In terms of section 121{3)(c) of the MFMA, the annual report of a municipality must include 
the annual performance report of the municipality, prepared by the municipality in terms of 
section 46 of the MSA. 

















The Auditor-General’s responsibility 

28. 1 conducted my engagement in accordance with section 13 of the PAA read with General 
Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008 and 
section 45 of the MSA. 



29. In terms of the foregoing my engagement included performing procedures of an audit 
nature to obtain sufficient appropriate evidence about the performance information and 
related systems, processes and procedures. The procedures selected depend on the 
auditor’s judgement. 

30. 1 believe that the evidence I have obtained is sufficient and appropriate to provide a basis 
for the findings reported below. 

Findings on performance information 

Performance information not received in time 

31 . An assessment could not be performed of the reliability of the reported performance 
information, as set out on pages xx to xx of the annual report, since the information was not 
received in time for audit purposes. 

Internal auditing of performance measurements 

32. The municipality did not develop and implement mechanisms, systems and processes for 
auditing the results of performance measurement as. part of its internal audit processes, as 
required in terms of section 45 of the MSA. 

Lack of adoption or implementation of a performance management system 

33. The municipality did not adopt a framework that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
determining the roles of the different role players, as required in terms of regulations 7 and 
8 of the Municipal Planning and Performance Management Regulations, 2001 . 

APPRECIATION 

34. The assistance rendered by the staff of the Thaba Chweu Local Municipality during the 
audit is sincerely appreciated. 
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A -- 

Nelspruit 

30 November 2009 



UDITOR-GENERAL 
SOUTH AFRICA 
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